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KEY ECONOMIC INDICATORS: HONDURAS 


All figures in million US$ Exchange rate as of December 1975 
unless otherwise stated. US $1.00 = Lempiras 2.00 


Jan-Jun % Change 
ITEM 1973 1974* 1975* 1974/73 


ECONOMIC GROWTH 
GNP at Current Prices 860.55 950.05 NA 
GNP at Constant 1966 Prices 700.70 718.20 NA 
Per Capita GNP at 1966 Prices 262 261 NA 
Gross Fixed Investment in 1966 Prices 

(Public and Private) 119.10 129.70 NA 
Gross Fixed Investment as % of GNP at'66 Prices 17.0% 18.1% NA 


MONEY, PRICES, AND FINANCE 
Central Government (CG) Current Revenues 113.50 126.05** 
CG Current Expenditures 94.25 107.15 
CG Capital Expenditures 31.30 46.75 
CG Deficit 12.05 27.85 
Money Supply 121.00 122.35 
Public Debt Outstanding (CG) 181.90 212.80 
Domestic Debt 75.25 83.25 
External Debt 106.65 129.555 
Public Debt as % of Current GNP 21.1% 22.4% 
Consumer Price Index (1966 = 100) 120-7 136.2 


BALANCE OF PAYMENTS AND TRADE 
Net International Reserves 
(Consolidated Banking System) 33.00 35.10 
Net International Reserves (Central Bank Balancd@ 45.80 47.10 
Current Account Balance -35.45 -108.80 
Debt Service Ratio (% of Current Acct Receipts) 3.9 5.0 
Total Exports (F.0.B.)of Goods and Services 298.40 331.55 
Bananas 93.99 76.48 
Coffee 48.46 43.92 
Lumber 39.09 40.72 
Refrigerated Meat 21.94 16.81 
Metals 20.02 32.02 
Total Imports (C.I.F.) 340.80 472.85 
Imports of Goods (C.I.F.) from U.S. 107.25 215.35 
Trade with C.A.C.M. 

Exports (F.0.B.) 10.05 23.95 
Imports (C.I.F.) 32.40 41.95 
Deficit 22.35 18.20 


* Preliminary 
** Does not include $3.75 million from banana tax. This money is 
to be used for budgetary expenditures in 1975. 


SOURCE: Central Bank of Honduras 
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SUMMARY . 


The Honduran economy was seriously damaged in 1974 as a result 

of Hurricane Fifi which struck the nation in September. Real GNP 
growth was 2.5% in 1974, down from 5% in 1973. In 1975 the figure 
is expected to be minus 2.4% primarily because of the continuing 
effects of hurricane damage on agricultural production. The balance 
of trade position of this small, export-oriented economy was bad in 
1974 and is not expected to improve in 1975. The sharply increased 
prices of imported petroleum and of imports from industrialized 
nations, combined with greatly reduced banana exports, were the 
major reasons for the high current account deficits. The economy 

is expected to rebound strongly in 1976. Forecasts call for the 
real GDP growth of 13% over 1975 as agricultural production returns 
to normal levels. Nevertheless, another large current account defi- 
cit is predicted for 1976. 


The role of the Central Government in the economy increased signifi- 
cantly in 1974 and 1975 as a result of the creation of several semi- 
autonomous agencies. The Agrarian Reform Law promulgated in January 
1975 has sparked opposition and criticism from all sides. Political 
scandal resulting from disclosure of payment of a bribe to high 
Government officials was an important factor in a changeover in 
-government in April 1975. 


U.S. exports of goods to Honduras reached $115.35 million in 1974. 
Direct private investment in Honduras by U.S. entities was estimated 
at $175 million in 1975. Close contact with the procurement offices 
of the Central Government, the principal state-run enterprises, and 
major municipalities is highly recommended as a way of maximizing 
U.S. exports to Honduras. 





ilies 


A. CURRENT ECONOMIC SITUATION AND TRENDS 


1. Developments During 1974 


In 1974 the gross national product (GNP) of Honduras grew by only 2.5% 

in real terms. Real per capita income decreased by one dollar. The 
principal reason for the modest performance was the extensive damage done 
to the economy as a result of Hurricane Fifi which struck the north coast 
of the country in September 1974. The hurricane destroyed approximately 
60% of exportable banana production. That led to a 13.4% decline in the 
1974 production of that crop from 1973, all in the last third of the year. 
The reduced production of bananas (and to a lesser extent African palm, 
rice and corn) was primarily responsible for the 2.8% decline in real 
growth of the agricultural sector of the economy. Agriculture, which 
accounted for 32.6% of real gross domestic product (GDP) in 1974, is the 
most important sector of the economy. The second and third most important 
sectors, manufacturing and commerce respectively, also registered declines 
in 1974. Manufacturing (12.7% of real GDP in 1974) declined by 0.4% from 
1973 for the following reasons: the suspension of operations by a number 
of factories because of flooding and transportation problems caused by the 
hurricane; the reduced activity in the country's meat packing plants as a 
result of low world market prices and the losses of cattle in the hurri- 
cane; and reduced activity in the dairy industry caused by the loss of 
cattle and the destruction of pasture land by the hurricane. Commerce 
(10.8% of real GDP in 1974) declined by 2.8% in real terms from 1973. 

This was caused by reduced purchasing power as a result of economic stag- 
nation following the hurricane and the sharp increase in the consumer 
price index recorded in 1974. 


The balance of payments position of Honduras in 1974 was very unfavorable. 
The F.0.B. value of Honduran exports reached $331.55 million, an increase 
of 11.1% over 1973. The increase occurred despite an 18.6% decline in the 
value of banana exports (which traditionally have accounted for about 40% 
of the country's export earnings), a 23.4% decline in the value of exports 
of refrigerated meat, and a 9.4% decline in the value of coffee exports. 
The improvement in export earnings resulted from the 250.8% increase in 
the value of finished petroleum products (total export value was $14.5 
million in 1974), the 90.9% increase in the value of “other products" 
($33.8 million in 1974), and the 59.9% increase in the value of metals 
($32.0 million in 1974). The C.I.F. value of imports, however, rose to 
$472.85 million, an increase of 38.7% over the corresponding figure for 
1973. There were three principal reasons for this: 1) the enormous 
increase in the price of petroleum (Honduras imports all its crude petro- 
leum and lubricants); 2) the significantly increased cost of products 

from industrialized nations as a result of inflation in those countries; 
and 3) inventory-building by Honduran manufacturers and merchants who 
foresaw a long-term series of increases in the prices of imports. As a 
result of the aforementioned developments, Honduras incurred a current 
account deficit of $108.8 million, by far the largest ever recorded. 
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That was an increase of 206.9% over the $35.45 million deficit recorded 

in 1973. The deficit was financed by large inflows of capital from the 
international financial institutions and, to a lesser extent, public and 
private disaster-relief donations. The quantity of capital inflows enabled 
Honduras to increase its level of net international reserves to $35.1 million, 
an increase of 6.4% over 1973. Despite this improvement, international 
reserves were equivalent to only 27 days of imports, down from 35 days in 
LOTS. 


Honduras incurred a deficit of $18.2 million in its trade with other Central 
American countries except El Salvador (there have been no diplomatic or 
commercial relations between the two nations since their armed dispute of 
1969). Negotiations by representatives of the five Central American 
countries aimed at reestablishing the Central American Ccmmon Market 
occurred in 1974 and 1975 without any indications of a rapid solution to 
the economic and political differences which separate the countries. 


Inflation, which traditionally has had a minor impact on the Honduran econ- 
omy, became an import factor in 1974. It reached 12.8%, up sharply from 
the 4.6% recorded in 1973. Officials of the Honduran Central Bank attri- 
bute the increase mainly to the inflated costs of imported goods and ser- 
vices (imports were equivalent to 49.8% of the GNP in 1974) and to the 
insufficient internal supply of basic products. 


The operations of the Central Government in 1974 were characterized by 
improved administration in the collection of taxes and tight controls on 
current expenditures. Tax revenues were up by 11% over 1973. They exceeded 
current expenditures by $18.9 million. However, when capital expenditures 
are added in, Central Government operations show a deficit of $27.85 million, 
up 131% over 1973. Principal among the capital projects were those aimed 

at improving h@spitals, highways, and telecommunications as well as 
hurricane-related reconstruction activity on the north coast. 


The public sector increased significantly its role in the economy in 1974. 
In January the executive branch created COHDEFOR, the Honduran Forestry 
Development Corporation. COHDEFOR has absolute authority to control all 
important aspects of the forestry industry within the country as well as 
the international marketing of lumber: In June the executive created 
BANASUPRO, a chain of government-financed and government-operated retail 
outlets for "basic consumption items." BANASUPRO is charged with providing 
a steady supply of basic consumption items to the population at "reasonable 
prices." (The Ministry of Economy was empowered to set prices of essential 
food products, raw materials, and pharmaceuticals by Decree-Law in November 
1973.) In July the executive branch created CONADI, the National Investment 
Corporation, to contribute to the economic development of the country 
through the promotion of new industrial enterprises, enlarging or consoli- 
dating existing enterprises, and creating a stock and bond market in the 
country. 


Many important businessmen, cattlemen, and farmers expressed criticism of 
the Government's direct participation in these areas of the economy which 
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previously had been the bailiwicks of the private sector. The Government 
countered by stating that its new role in the nation's economy was not 
that of supplanting the private sector but rather that of complementing 
it by fomenting economic projects which the private sector either could 
not or would not undertake. 


2. Developments Through November 1975 


The GNP performance of the Honduran economy in 1975 is expected to be 
worse than that of 1974. Central Bank officials estimate that real GNP 
will decline by approximately 2.4% from 1974. The forecasted decline is 

a primary result of low production in the damaged agricultural sector. 

The full recovery of that sector is not expected to be realized until 1976 
as a result of three factors: 1) the damage to the banana plantations 
done by the hurricane was such that most production was lost for at least 
nine months and some for eighteen months; 2) the drought which was experi- 
enced throughout most of the country in early and mid-1975 sharply reduced 
production of basic grains and made it necessary for the Government to 
import approximately $7 million of corn, rice, and other staples to meet 
local demand; and 3) the uncertainty surrounding the implementation of the 
Agrarian Reform Law caused a number of large producers to delay or cancel 
investments. 


The balance of payments position for the country in 1975 is not expected 

to show any improvement over 1974. Projections from the Honduran Superior 
Economic Planning Council (SEPC) indicate that the country will incur a 
current account deficit of $108.9 million. Exports for the year are expected 
to be about $300 million, down almost 10% from 1974. The major reason, 
again, is because of the low level of banana exports. Fortunately, export 
earnings from coffee, refrigerated meat, and lumber should increase sub- 
stantially over the level of the past two years as a result of better world 
prices. SEPC predicts that the value of imports will fall to approximately 
$425 million, about 10% lower than 1974. The decline results mostly from 
the economic recession which the country experienced in 1975. Despite the 
very large current account deficit, net capital inflows should be more 

than enough to cover it. 


Inflation has declined during 1975. The annual rate through the first 
eight months of 1975 was estimated at 8%, down significantly from the rate 
of 12.8% recorded during the corresponding period in 1974. 


The Government's role and influence in the economy increased throughout 
the first eleven months of 1975. Perhaps the most controversial move it 
made during that time was the promulgation of the Agrarian Reform Law in 
January. A prime objective of the law is the establishment of a land 
tenure system that will assure social justice as well as augment agricul- 
tural production and productivity. One of the ways this is to be done is 
by eliminating large landholdings and land rentals and other forms of 
secondary ownership. Maximum landholdings have been established for each 
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geographical region. Those whose holdings exceed the limit must relinquish 
the excess to the Government in exchange for Government bonds or Government 
bonds and cash, depending on the degree to which the land has been developed. 
The law has been denounced by owners of many large farms and ranches and 
agribusiness enterprises who allege that it will result in less production 
and productivity because efficiently operated farms and ranches will be 
carved up and handed over to those ill-equipped to operate them. At the 
same time, groups representing the landless peasants (for whose benefit 

the law was ostensibly created) have sharply criticized the Government for 
not implementing the law more rapidly. 


Political scandal shook the country in early 1975 after it was disclosed 
that a $1.25 million bribe had been paid to high Government officials of 
Honduras by the United Brands Company. The payoff was made in exchange 
for a reduction of the banana export tax which the Government imposed in 
August 1974. "Bananagate," as it was called locally, weighed heavily in 
the decision made by a group of relatively young military officers to oust 
the Chief of State, General Oswaldo Lopez, and most members of his govern- 
ment in a bloodless palace coup in April. Colonel Juan Melgar assumed the 
position of Chief of State. The embarrassment caused by the scandal and 
the Government's desire to participate in the principal areas of the econ- 
omy led to the creation in October of another state corporation, COHBANA. 
COHBANA will be charged with, inter alia, increasing banana production, 
ensuring that Honduras plays a significant role in the transportation and 
international marketing of that fruit, and negotiating with the American- 
owned banana companies regarding the purchase and operation of their rail- 
roads and piers by the National Railroad and the National Port Authority. 


3. Outlook for 1976 


The Honduran economy is expected to rebound strongly in 1976. SEPC 
forecasts that real GDP will increase by 13% over 1975. Greatest improve- 
ment is expected in the agricultural, construction, and commercial sectors. 
However, the balance of payments position is expected to become worse. 

SEPC predicts that the current account deficit will reach $138 million. 

The Government has appealed for additional capital inflows from the inter- 
national lending agencies to fill the breach. The employment situation 

is expected to improve significantly with the increase in economic activity. 
Inflation will probably increase as a result of a projected sharp increase 
in imports. And, the overall deficit of the Central Government is expected 
to reach $75 million as a result of increased capital expenditures. 


B. IMPLICATIONS FOR THE UNITED STATES 


1. Trade and Investment 


Despite its recent economic and political problems, Honduras remains an 
excellent market for American exporters and offers a generally favorable 
climate for selective direct investors, especially those who can qualify 
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for the fiscal incentives provided in Decree-Law 49 of 1973 which provides 
fiscal incentives to manufacturing industries and drawback or bonding 
arrangements to assembly operations. 


The United States is, by far, the most important trading partner of 
Honduras. This results from many factors. Important among them are: 
geographical proximity, friendly political relations, excellent communi- 
cations and transportation facilities between the two nations, a wide- 
spread familiarity with American products, the reputation for quality 
which American products enjoy, and, of late, the price-competitiveness 
of American-made goods. 


The Government of Honduras has declared publicly on many occasions that it 
recognizes the need for and welcomes direct foreign investment. Decree- 

Law 49 was promulgated in 1973 to attract new investment. Government offi- 
cials take pride in pointing out that no foreign investment has ever been 
nationalized in Honduras. They are proud of the historically strong posi- 
tion of the national currency and the fact that on very few occasions has 
Honduras had to impose restrictions on the convertibility and repatriation 

of funds. And, though the country has undergone two military-led coups d'état 
since December 1973, it is emphasized that the political changes have not, 
ipso facto, threatened foreign investments. 


Nevertheless, the level of new foreign investment has not been high in 
recent years. The principal reasons stem from bureaucratic confusion and 
delays in qualifying for investment incentives and legal inadequacies, 
especially in establishing title to land. 


2. Procurement Practices 


It is essential that the procurement regulations of the Central Government, 
the Distrito Central (which includes the cities of Tegucigalpa and 
Comayaguela), the Municipality of San Pedro Sula, and the most important 
autonomous enterprises of the Government are known by U.S. businessmen 
interested in selling products in Honduras given the increasingly impor- 
tant role played by the Government in the economy. The Central Government 
employs a public bidding procedure for all purchases over $5,000. It 
contacts local suppliers or representatives of foreign firms directly to 
obtain quotes for purchases of less than that amount. Within the next 
three years the Central Government will publish a number of bids for costly 
projects including highway, school, telecommunications, and hospital con- 
struction. Mr. Leonidas Rosa, Proveedor; Proveeduria General de la 
Repablica; Tegucigalpa, Honduras is in charge of Central Government pur- 
chases. The Distrito Central requests public bids for all purchases over 
$2,500. Less expensive purchases are made by contacting local suppliers 

or representatives of foreign firms in order to obtain quotes. Mr. 
Gregorio Elvir, Auditor; Consejo del Distrito Central; Tegucigalpa, Honduras 
directs purchasing for the Distrito Central. The Municipality of San Pedro 
Sula employs a public bidding process for all purchases greater than $250. 
Mr. Roberto Larios, Alcalde; Oficina del Alcalde; Corporaci6n Municipal; 
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San Pedro Sula, Honduras plays the most important role in determining the 
winners of bids. The National Development Bank (BANAFOM) requests public 
bids for purchases greater than $1,000. Mr. Carlos Zacatas; Gerencia de 
Fomento; BANAFOM; Comayaguela, Honduras is in charge of procurement. The 
National Electrical Energy Enterprise (ENEE) seeks public bids for pur- 
chases of more than $100,000. It contacts local suppliers or representa- 
tives of foreign firms directly to obtain quotes for purchases between 
$10,000 and $100,000. Purchases of less than $10,000 are made directly 
by the procurement office. Mr. José Isidro Martinez; Departamento de 
Proveeduria; ENEE, la Calle; Tegucigalpa, Honduras is in charge of pro- 
curement. The National Port Authority (ENP) requests public bids for 
purchases of more than $10,000. Mr. J. Antonio Coello, General Manager; 
Empresa Nacional Portuaria, Puerto Cortés, Honduras oversees the bidding 
procedure. The Honduran Forestry Development Corporation (COHDEFOR) makes 
all purchases by contacting directly local suppliers and representatives 
of foreign firms, or through its agents in Miami or New Orleans. COHDEFOR 
plans to request public bids for large purchases beginning in 1976. Mr. 
Rolando Soto, Proveedor; COHDEFOR; Edificio Midence Soto; Tegucigalpa, 
Honduras is in charge of purchasing. The National Investment Corporation 
(CONADI) uses a public bidding process for purchases greater than $10,000. 
Mr. Juan Marinakys, President; CONADI; Edificio Banco Atlantida; 2a 
Avenida; Comayaguela, Honduras is instrumental in the bidding process. 


As can be gathered from above, the foreign firms which are well repre- 
sented in Honduras have a formidable advantage in this market. The advan- 
tage stems not only from the fact that some autonomous enterprises make 
pruchases for substantial amounts through direct contact with local sup- 
pliers or representatives of foreign firms but, more importantly, that 
bids made by the public sector are often aimed at the local market. This 
is done by limiting the time between the publication of the bid and time 
set for the opening of the offers to three or four weeks. This makes it 
most difficult for firms without local representation to meet the deadline. 


The appointment of a local representative, therefore, is a move to be con- 
sidered seriously by firms interested in maximizing sales in this market. 
The U.S. Department of Commerce can assist the American businessman in 
his search for a representative abroad through the Agent/ Distributor 
Service which is available at any of its District Offices. 





Telephone Directory of 
Country Marketing Managers 


Commercial and economic information on most trading partners of the United 
States is available from the Bureau of International Commerce, U.S. Depart- 
ment of Commerce. 


The Bureau is organized geographically with a Country Marketing Manager 
responsible for a country or group of countries as listed below. Assistance or 
information about marketing in these countries may be obtained by dialing 
these key people directly: 202-967 plus the given extension. 


Africa Far East 
West and Central Africa 3865 Australia and New 
East anda South Africa 4927 Zealand 3646 
Europe East and South Asia 5401 
France and Benelux Japan 2425 
Countries 4504 Southeast Asia 2522 
Germany and Austria 5228 Latin America 
Italy, Greece and Turkey 3944 Brazil, Argentina, 
Nordic Countries 3848 Paraguay and Uruguay 5427 
Spain, Portugal, Switzer- Mexico, Central America 
land and Yugoslavia 2795 and Panama 2314 
United Kingdom and Remainder of South 
Canada 4421 America and Caribbean 
Countries 2995 


Special units within the Department of Commerce have been created to deal 
with particular marketing situations: 


Commerce Action Group for the Near East 


North Africa 5737 
Near East 
Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, Yemen 
Arab Republic 5767 
Iran, Israel, Egypt 3752 


Bureau of East West Trade 


Eastern Europe 2645 
USSR 4655 
Peoples Republic of China 3583 
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